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Risk Protection from Fluctuation of Copper Prices

by Copper Futures Contracts
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ABSTRACT

The objective of this article is study the risk protection of copper prices by evaluating
hedging effectiveness of copper future contracts of the London Metals Exchange (LME) based
on daily prices for the period of 1 January 2007 to 31 December 2011. The copper futures
contracts are divided into 3 types which are three-month, fifteen-month and twenty seven month
contacts in order to test hedging effectiveness of copper futures contracts. By employing statistics
method recommended by accounting guidance of FAS 133 and IAS 39 which are 1) the dollar-
offset method, 2) simple regression methods and 3) risk reduction method, this research found
that the three — month futures contract is more effective than the latter two types of contracts

(fifteen-month and twenty seven-months).

Keywords: Risk Protection, Fluctuation of Prices, Copper Prices, Copper Futures Contracts
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